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Notice to Readers
This Financial Reporting Alert is intended to provide accountants
with an overview of recent economic, industry, technical, and pro-
fessional developments that may affect their financial reporting.
This document has not been approved, disapproved, or otherwise
acted on by a senior technical committee of the AICPA.
Written by
Robert Durak, CPA, Director
Lori L. Pombo, CPA, Technical Manager
Accounting and Auditing Publications
Copyright © 2005 by
American Institute of Certified Public Accountants, Inc.
New York, NY 10036-8775
All rights reserved. For information about the procedure for requesting permission
to make copies of any part of this work, please visit www.copyright.com or call
(978) 750-8400.
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1Current Accounting Issues and Risks—2005/06
How This Alert Helps You
The knowledge that this Financial Reporting Alert delivers can
assist you in achieving a more robust understanding of the busi-
ness environment in which your company operates. Also, this
Alert delivers information about current accounting and regula-
tory developments. 
New Pronouncements and Other Guidance
Recent Accounting Pronouncements and Related Guidance
Presented below is a list of accounting pronouncements and
other guidance issued since last fall. For information on account-
ing standards issued subsequent to the writing of this Alert, please
refer to the AICPA Web site at www.aicpa.org, and the Financial
Accounting Standards Board (FASB) Web site at www.fasb.org.
You may also look for announcements of newly issued standards
in the CPA Letter and Journal of Accountancy.
FASB Statement of Accounting for Real Estate Time-Sharing Transactions—
Financial Accounting an amendment of FASB Statements No. 66 and 67
Standards No. 152 This Statement amends FASB Statement No. 66,
(December 2004) Accounting for Sales of Real Estate, to reference the financial 
accounting and reporting guidance for real estate time-
sharing transactions that is provided in AICPA Statement 
of Position (SOP) 04-2, Accounting for Real Estate Time-
Sharing Transactions. This Statement also amends FASB 
Statement No. 67, Accounting for Costs and Initial Rental 
Operations of Real Estate Projects, to state that the guidance 
for (1) incidental operations and (2) costs incurred to sell 
real estate projects does not apply to real estate time-
sharing transactions. The accounting for those operations 
and costs is subject to the guidance in SOP 04-2.
FASB Statement Exchanges of Nonmonetary Assets—an amendment of 
No. 153 APB Opinion No. 29
(December 2004) (See summary that follows in this section.)
(continued)
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FASB Statement Share-Based Payment
No. 123(R) (See summary that follows in this section.)
(December 2004)
FASB Statement Accounting Changes and Error Corrections—a replacement 
No. 154 of APB Opinion No. 20 and FASB Statement No. 3
(May 2005) (See summary that follows in this section.)
FASB Interpretation Accounting for Conditional Asset Retirement Obligations—
No. 47 an interpretation of FASB Statement No. 143
(March 2005) This Interpretation clarifies that the term conditional
asset retirement obligations describes a legal obligation to 
perform an asset retirement activity in which the timing 
and/or method of settlement are conditional on a future 
event that may not be under the entity’s control. 
FASB EITF Issues Go to www.fasb.org/eitf/ for a complete list of 
(Various dates) EITF Issues.
FASB Staff Positions Go to www.fasb.org/fasb_staff_positions/ for a complete 
(Various dates) list of FASB Staff Positions (FSPs). Some of the recently 
issued FSPs address issues relating to FASB Statements 
No. 123(R), No. 13, No. 115, No. 124, and No. 150, 
among others, as well as to FASB Interpretation No. 46(R). 
AICPA Statement of Accounting by Insurance Enterprises for Deferred Acquisition 
Position 05-1 Costs in Connection With Modifications or Exchanges of 
Insurance Contracts
AICPA Technical “Accounting by Noninsurance Enterprises for Property 
Practice Aid Sections and Casualty Insurance Arrangements That Limit 
1200.06-1200.15 Insurance Risk”
(February 2005)
(Nonauthoritative)
AICPA Technical “Accounting and Disclosures Guidance for Losses from 
Practice Aid Section Natural Disasters—Nongovernmental Entities”
5400.05
(September 2005)
(Nonauthoritative)
AICPA Technical “Accounting and Disclosure Requirements for Single-
Practice Aid Section Employer Employee Benefit Plans Related to the 
6930.09 Medicare Prescription Drug, Improvement and 
(August 2005) Modernization Act of 2003”
(Nonauthoritative)
AICPA Technical “Accounting and Disclosure Requirements for 
Practice Aid Section Multiemployer Employee Benefit Plans Related to the 
6930.10 Medicare Prescription Drug, Improvement and 
(August 2005) Modernization Act of 2003”
(Nonauthoritative)
2
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3Some of the standards are summarized in the following sections.
These summaries are for informational purposes only and should
not be relied upon as a substitute for a complete reading of the
applicable standard.
FASB Statement No. 153, Exchanges of Nonmonetary Assets—an
amendment of APB Opinion No. 29
In December 2004, the FASB issued FASB Statement No. 153,
Exchanges of Nonmonetary Assets—an amendment of APB Opinion
No. 29. The guidance in Accounting Principles Board (APB)
Opinion No. 29, Accounting for Nonmonetary Transactions, is
based on the principle that exchanges of nonmonetary assets
should be measured based on the fair value of the assets ex-
changed. The guidance in that Opinion, however, included cer-
tain exceptions to that principle. This Statement amends APB
Opinion No. 29 to eliminate the exception for nonmonetary ex-
changes of similar productive assets and replaces it with a general
exception for exchanges of nonmonetary assets that do not have
commercial substance. A nonmonetary exchange has commercial
substance if the future cash flows of the entity are expected to
change significantly as a result of the exchange.
FASB Statement No. 153 is effective for nonmonetary asset ex-
changes occurring in fiscal periods beginning after June 15, 2005
(prospective application). 
FASB Statement No. 123 (Revised), Share-Based Payment
This Statement is a revision of FASB Statement No. 123, Ac-
counting for Stock-Based Compensation. This Statement supersedes
APB Opinion No. 25, Accounting for Stock Issued to Employees,
and its related implementation guidance.
This Statement establishes standards for the accounting for trans-
actions in which an entity exchanges its equity instruments for
goods or services. It also addresses transactions in which an entity
incurs liabilities in exchange for goods or services that are based
on the fair value of the entity’s equity instruments or that may be
settled by the issuance of those equity instruments. This State-
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ment focuses primarily on accounting for transactions in which
an entity obtains employee services in share-based payment trans-
actions. This Statement does not change the accounting guidance
for share-based payment transactions with parties other than em-
ployees provided in FASB Statement No. 123 as originally issued
and Emerging Issues Task Force (EITF) Issue No. 96-18, “Ac-
counting for Equity Instruments That Are Issued to Other Than
Employees for Acquiring, or in Conjunction with Selling, Goods
or Services.” This Statement does not address the accounting for
employee share ownership plans, which are subject to AICPA
Statement of Position (SOP)  93-6, Employers’ Accounting for Em-
ployee Stock Ownership Plans.
A nonpublic entity will measure the cost of employee services re-
ceived in exchange for an award of equity instruments based on
the grant-date fair value of those instruments, except in certain
circumstances. Specifically, if it is not possible to reasonably esti-
mate the fair value of equity share options and similar instru-
ments because it is not practicable to estimate the expected
volatility of the entity’s share price, a nonpublic entity is required
to measure its awards of equity share options and similar instru-
ments based on a value calculated using the historical volatility of
an appropriate industry sector index instead of the expected
volatility of its share price.
A nonpublic entity may elect to measure its liability awards at
their intrinsic value through the date of settlement.
The grant-date fair value of employee share options and similar
instruments will be estimated using option-pricing models ad-
justed for the unique characteristics of those instruments (unless
observable market prices for the same or similar instruments are
available). If an equity award is modified after the grant date, incre-
mental compensation cost will be recognized in an amount equal
to the excess of the fair value of the modified award over the fair
value of the original award immediately before the modification.
Excess tax benefits, as defined by this Statement, will be recog-
nized as an addition to paid-in capital. Cash retained as a result of
those excess tax benefits will be presented in the statement of cash
4
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5flows as financing cash inflows. The write-off of deferred tax as-
sets relating to unrealized tax benefits associated with recognized
compensation cost will be recognized as income tax expense un-
less there are excess tax benefits from previous awards remaining
in paid-in capital to which it can be offset.
The notes to financial statements will disclose information to as-
sist users of financial information to understand the nature of
share-based payment transactions and the effects of those transac-
tions on the financial statements.
This Statement eliminates the alternative to use APB Opinion
No. 25’s intrinsic value method of accounting that was provided
in FASB Statement No. 123 as originally issued. Under APB
Opinion No. 25, issuing stock options to employees generally re-
sulted in recognition of no compensation cost. This Statement re-
quires entities to recognize the cost of employee services received
in exchange for awards of equity instruments based on the grant-
date fair value of those awards (with limited exceptions). Recogni-
tion of that compensation cost helps users of financial statements
to better understand the economic transactions affecting an entity
and to make better resource allocation decisions. Such informa-
tion specifically will help users of financial statements understand
the effect that share-based compensation transactions have on an
entity’s financial condition and results of operations. This State-
ment also will improve comparability by eliminating one of two
different methods of accounting for share-based compensation
transactions and thereby also will simplify existing U.S. generally
accepted accounting principles (GAAP). Eliminating different
methods of accounting for the same transactions leads to im-
proved comparability of financial statements because similar eco-
nomic transactions will be accounted for similarly.
The fair-value-based method in this Statement is similar to the fair-
value-based method in FASB Statement No. 123 in most respects.
However, the following are the key differences between the two:
• Nonpublic entities may elect to measure their liabilities to
employees incurred in share-based payment transactions at
their intrinsic value. Under FASB Statement No. 123, all
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share-based payment liabilities were measured at their in-
trinsic value. 
• Nonpublic entities are required to account for awards of
equity instruments using the fair-value-based method un-
less it is not possible to reasonably estimate the grant-date
fair value of awards of equity share options and similar in-
struments because it is not practicable to estimate the ex-
pected volatility of the entity’s share price. In that
situation, the entity will account for those instruments
based on a value calculated by substituting the historical
volatility of an appropriate industry sector index for the ex-
pected volatility of its share price. FASB Statement No.
123 permitted a nonpublic entity to measure its equity
awards using either the fair-value-based method or the
minimum value method. 
• Entities are required to estimate the number of instru-
ments for which the requisite service is expected to be ren-
dered. FASB Statement No. 123 permitted entities to
account for forfeitures as they occur. 
• Incremental compensation cost for a modification of the
terms or conditions of an award is measured by comparing
the fair value of the modified award with the fair value of
the award immediately before the modification. FASB
Statement No. 123 required that the effects of a modifica-
tion be measured as the difference between the fair value of
the modified award at the date it is granted and the award’s
value immediately before the modification determined
based on the shorter of (1) its remaining initially estimated
expected life or (2) the expected life of the modified award. 
• This Statement also clarifies and expands FASB Statement
No. 123’s guidance in several areas, including measuring
fair value, classifying an award as equity or as a liability,
and attributing compensation cost to reporting periods. 
• In addition, this Statement amends FASB Statement No.
95, Statement of Cash Flows, to require that excess tax ben-
6
FRA Acctg Issues.qxd  12/15/2005  1:26 PM  Page 6
7efits be reported as a financing cash inflow rather than as a
reduction of taxes paid.
This Statement is effective for nonpublic entities as of the begin-
ning of the first annual reporting period that begins after Decem-
ber 15, 2005. 
This Statement applies to all awards granted after the required ef-
fective date and to awards modified, repurchased, or cancelled
after that date. The cumulative effect of initially applying this
Statement, if any, is recognized as of the required effective date.
As of the required effective date, all entities that used the fair-
value-based method for either recognition or disclosure under
FASB Statement No. 123 will apply this Statement using a mod-
ified version of prospective application. Under that transition
method, compensation cost is recognized on or after the required
effective date for the portion of outstanding awards for which the
requisite service has not yet been rendered, based on the grant-
date fair value of those awards calculated under FASB Statement
No. 123 for either recognition or pro forma disclosures. For peri-
ods before the required effective date, those entities may elect to
apply a modified version of retrospective application under which
financial statements for prior periods are adjusted on a basis con-
sistent with the pro forma disclosures required for those periods
by FASB Statement No. 123. Nonpublic entities that used the
minimum value method in FASB Statement No. 123 for either
recognition or pro forma disclosures are required to apply the
prospective transition method as of the required effective date.
The FASB has also issued three FSPs related to FASB Statement
No. 123(R). They are as follows:
• FSP FAS 123(R)-1, “Classification and Measurement of
Freestanding Financial Instruments Originally Issued in
Exchange for Employee Services under FASB Statement
No. 123(R)” (Issued August 2005)
• FSP FAS 123(R)-2, “Practical Accommodation to the Ap-
plication of Grant Date as Defined in FASB Statement No.
123(R)” (Issued October 2005)
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• FSP FAS 123(R)-3, “Transition Election Related to Account-
ing for the Tax Effects of Share-Based Payment Awards”
(Issued November 2005)
You should refer to the FASB Web site at www.fasb.org for addi-
tional information. 
FASB Statement No. 154, Accounting Changes and Error
Corrections—a replacement of APB Opinion No. 20 and 
FASB Statement No. 3
In May 2005, the FASB issued FASB Statement No. 154, Ac-
counting Changes and Error Corrections—a replacement of APB
Opinion No. 20 and FASB Statement No. 3. FASB Statement No.
154 replaces APB Opinion No. 20, Accounting Changes, and
FASB Statement No. 3, Reporting Accounting Changes in Interim
Financial Statements, and changes the requirements for the ac-
counting for and reporting of a change in accounting principle.
This Statement applies to all voluntary changes in accounting
principle. It also applies to changes required by an accounting
pronouncement in the unusual instance that the pronouncement
does not include specific transition provisions. When a pro-
nouncement includes specific transition provisions, those provi-
sions should be followed.
APB Opinion No. 20 previously required that most voluntary
changes in accounting principle be recognized by including in
net income of the period of the change the cumulative effect of
changing to the new accounting principle. This Statement re-
quires retrospective application to prior periods’ financial state-
ments of changes in accounting principle, unless it is
impracticable to determine either the period-specific effects or
the cumulative effect of the change. When it is impracticable to
determine the period-specific effects of an accounting change on
one or more individual prior periods presented, FASB Statement
No. 154 requires that the new accounting principle be applied to
the balances of assets and liabilities as of the beginning of the ear-
liest period for which retrospective application is practicable and
that a corresponding adjustment be made to the opening balance
8
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9of retained earnings (or other appropriate components of equity
or net assets in the statement of financial position) for that period
rather than being reported in an income statement. When it is
impracticable to determine the cumulative effect of applying a
change in accounting principle to all prior periods, this State-
ment requires that the new accounting principle be applied as if it
were adopted prospectively from the earliest date practicable.
FASB Statement No. 154 defines retrospective application as the
application of a different accounting principle to prior account-
ing periods as if that principle had always been used or as the ad-
justment of previously issued financial statements to reflect a
change in the reporting entity. This Statement also redefines re-
statement as the revising of previously issued financial statements
to reflect the correction of an error.
In addition, FASB Statement No. 154 requires that:
• Retrospective application of a change in accounting princi-
ple be limited to the direct effects of the change. Indirect
effects of a change in accounting principle, such as a
change in nondiscretionary profit-sharing payments result-
ing from an accounting change, should be recognized in
the period of the accounting change.
• A change in depreciation, amortization, or depletion
method for long-lived, nonfinancial assets be accounted
for as a change in accounting estimate effected by a change
in accounting principle.
This Statement carries forward without change the guidance con-
tained in APB Opinion No. 20 for reporting the correction of an
error in previously issued financial statements and a change in ac-
counting estimate. This Statement also carries forward the guid-
ance in APB Opinion No. 20 requiring justification of a change
in accounting principle on the basis of preferability.
FASB Statement No. 154 is effective for accounting changes and
corrections of errors made in fiscal years beginning after Decem-
ber 15, 2005.
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Recent FASB EITF Issues and FSPs
The FASB is very active in issuing EITF Issues and FSPs. You
should visit the FASB Web site to stay abreast of these many is-
sues and understand those accounting requirements that may
pertain to your company’s financial statements. Listed below are
selected EITF Issues and FSPs that have been issued recently and
may have a broad interest.
EITF Issue or FSP Title
EITF Issue No. 01-9 “Accounting for Consideration Given by a Vendor to a 
Customer (Including a Reseller of the Vendor’s Products)”
EITF Issue No. 03-1 “The Meaning of Other-Than-Temporary Impairment 
and Its Application to Certain Investments”
EITF Issue No. 03-13 “Applying the Conditions in Paragraph 42 of FASB 
Statement No. 144, Accounting for the Impairment or 
Disposal of Long-Lived Assets, in Determining Whether to 
Report Discontinued Operations”
EITF Issue No. 04-1 “Accounting for Preexisting Relationships between the 
Parties to a Business Combination”
EITF Issue No. 04-5 “Determining Whether a General Partner, or the General 
Partners as a Group, Controls a Limited Partnership or 
Similar Entity When the Limited Partners Have Certain Rights”
EITF Issue No. 04-10 “Determining Whether to Aggregate Operating Segments
That Do Not Meet the Quantitative Thresholds”
EITF Issue No. 04-13 “Accounting for Purchases and Sales of Inventory with 
the Same Counterparty”
EITF Issue No. 05-6 “Determining the Amortization Period for Leasehold 
Improvements”
FSP FAS 13-1 “Accounting for Rental Costs Incurred during a 
Construction Period”
FSP FAS 115-1 and “The Meaning of Other-Than-Temporary Impairment 
FAS 124-1 and Its Application to Certain Investments”
FSP FAS 123(R)-1 “Classification and Measurement of Freestanding Financial 
Instruments Originally Issued in Exchange for Employee 
Services under FASB Statement No. 123(R)”
FSP FAS 123(R)-2 “Practical Accommodation to the Application of Grant 
Date as Defined in FASB Statement No. 123(R)”
FSP FAS 123(R)-3 “Transition Election Related to Accounting for the Tax 
Effects of Share-Based Payment Awards”
FSP FAS 140-2 “Clarification of the Application of Paragraphs 40(b) and 
40(c) of FASB Statement No. 140”
10
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EITF Issue or FSP Title
FSP 150-5 “Issuer’s Accounting under FASB Statement No. 150 for
Freestanding Warrants and Other Similar Instruments on 
Shares That Are Redeemable”
FSP FIN 45-3 “Application of FASB Interpretation No. 45 to Minimum 
Revenue Guarantees Granted to a Business or Its Owners”
FSP FIN 46(R)-5 “Implicit Variable Interests under FASB Interpretation 
No. 46(R)”
FSP APB 18-1 “Accounting by an Investor for Its Proportionate Share of 
Accumulated Other Comprehensive Income of an 
Investee Accounted for under the Equity Method in 
Accordance with APB Opinion No. 18 upon a Loss of 
Significant Influence”
Present Business and Economic Developments That May
Affect Your Company
Rising Interest Rates, Rising Energy Costs, Rising Debt Levels, and
a Softening Housing Boom
A number of serious threats to the economy and business envi-
ronment exist. They include:
• Rising interest rates. Remember that approximately half of
all U.S. corporate debt outstanding has floating interest
rates. Moreover, trillions of dollars worth of derivatives
exist, many of which are based on interest rates.
• Soaring gasoline prices. Rising prices threaten a key pillar
of the U.S. economy—consumer spending.
• Dangerously high and rising consumer debt levels.
• A softening housing boom in some markets.
Although the economy has been performing nicely, these threats
could derail economic growth, possibly affecting your company’s
business and financial condition. 
Hurricanes Katrina and Rita—Accounting Considerations
Hurricanes Katrina and Rita, which severely damaged the Gulf
Coast region, present unique issues to accountants. In addition,
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Katrina and Rita will likely cause disruption to the nation’s near-
term economic growth, inasmuch as the hurricanes inflicted se-
vere damage to key areas of the nation’s energy and shipping
infrastructure. However, significant long-term economic effects
are not expected. Beyond the possible economic impact the hur-
ricanes may have, accountants should be aware of the issues and
information presented here. 
Accounting Considerations
As companies assess Katrina and Rita’s financial impact on their
operations, management will need to properly report the impact
in their financial statements. The following questions may arise
for losses incurred as a result of the hurricanes:
1. How should losses from a natural disaster of a type that is
reasonably expected to reoccur be classified in the state-
ment of operations?
2. When should an asset impairment loss related to a natural
disaster be recognized?
3. When should a liability for nonimpairment losses and
costs related to a natural disaster be recognized?
4. What is the accounting for insurance recoveries to cover
losses sustained in a natural disaster? Also, what are the ad-
ditional considerations related to business interruption in-
surance recoveries?
5. What are the required disclosures regarding the impact of a
natural disaster?
The AICPA has issued Technical Practice Aid (TPA) section
5400.05, “Accounting and Disclosures Guidance for Losses
from Natural Disasters—Nongovernmental Entities.” This guid-
ance answers the above questions and can be obtained at
www.aicpa.org/download/acctstd/Natural_disaster_TPA_5400.05.pdf.
The guidance in TPA section 5400.05 states that a natural disas-
ter of a type that is reasonably expected to recur would not meet
the conditions of classifying the losses as “extraordinary” in the
income statement. The magnitude of loss from a particular nat-
12
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ural disaster does not cause that disaster to be unusual in nature
or unlikely to recur (the two conditions for an extraordinary
item). As of the writing of this Alert, indications are the FASB
will conclude that losses from the hurricanes should not be classi-
fied as extraordinary. Readers should keep alert to any statements
from the FASB on this matter.
Securities and Exchange Commission, IRS, and Department of
Labor Activities Related to the Hurricanes
The Securities and Exchange Commission (SEC), the IRS, and
the Department of Labor (DOL) are providing relief to victims of
the hurricanes in various ways, such as extension of filing dead-
lines, exemptions from filing requirements, and tax relief. Visit
the SEC, IRS, and DOL Web sites at www.sec.gov, www.irs.gov,
and www.dol.gov for further information. 
Other AICPA Activities Related to Katrina
In addition to the activities previously discussed, the AICPA
has implemented several relief efforts and is reaching out to
members in the Gulf Coast to help with relief efforts. A Dis-
aster Recovery Resource Center has been established at
www.aicpa.org/news/2005/disaster_recovery_resources.htm.
This site is full of many resources and information about relief
activities related to Katrina, including a disaster response
checklist to help financial executives navigate through the com-
plicated task of disaster recovery. The checklist, entitled “Disas-
ter Response: What to Do First—A Checklist for CFOs and
Controllers,” outlines the issues that need to be addressed in-
cluding ensuring employee safety, maintaining operations, and
evaluating the company’s financial situation. 
Risks to Developing Economies
Skyrocketing energy costs are threatening many developing
economies. Developing economies, especially in Asia (for exam-
ple, Indonesia, India, Philippines, Thailand, and South Korea),
rely heavily on oil and gas. They also import a great deal of that
energy. These developing nations spend heavily to subsidize en-
ergy prices. As they spend increasing amounts of money, the buy-
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ing power and soundness of their currencies erode. These nations
then face great pressure to raise interest rates to restore the value
of their currencies and keep inflation in check. These factors
could undermine investor confidence in these developing
economies and cause an economic downturn. Energy subsidies
were an issue in the 1997 and 1998 Asian economic crisis. Ac-
countants may want to keep an eye on these developing
economies. If serious economic difficulty develops, accountants
may need to consider the effect such events would have on the
company’s financial condition. Some of the risks or issues that
may need to be considered include the following:
• Economic downturns in foreign economies directly affect
the U.S. economy and the business and financial health of
U.S. companies.
• Manufacturers, oil producers, ranchers, farmers, high-
technology companies, and aerospace businesses are some
of the industries that could be affected negatively.
• U.S. companies that have links to countries experiencing
economic trouble may see their stock prices lose substan-
tial value.
• Greater risk may exist for entities involved in derivatives,
assets, and foreign-currency transactions related to coun-
tries embroiled in economic hardships.
• Serious economic difficulty abroad may result in a greater
risk of current vulnerability due to certain concentrations.
Accountants involved in financial reporting may need to per-
form the following if the company is affected by any of these
risks or issues:
• Accountants may need to assess the performance of assets
and derivatives related to economically troubled nations.
• Accountants may need to consider the appropriate ac-
counting and required disclosures relating to foreign cur-
rency translation, transactions arising from the translation
of asset and liability positions, and revenue and expense
14
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transactions in currencies other than U.S. dollar pursuant
to FASB Statement No. 52, Foreign Currency. 
• Accountants may need to appropriately evaluate the risk of
current vulnerabilities due to certain concentrations. Also,
accountants should comply with the requirements of SOP
94-6, Disclosure of Certain Significant Risks and Uncertain-
ties, if applicable.
• Accountants may need to evaluate related contingencies
arising from economic troubles abroad, pursuant to FASB
Statement No. 5, Accounting for Contingencies. 
Underfunded Pension Plans and Other Considerations in 
Pension Plan Accounting
Many companies across all industries are facing a mounting cri-
sis—underfunded pension plans. A recent Government Account-
ability Office (GAO) report stated that more than half of the
29,000 private pension plans insured by the federal Pension Ben-
efit Guaranty Corporation (PBGC) were underfunded, and a
quarter of the plans were less than 90 percent funded. Simply
put, many companies have defined benefit plans in which the
obligations owed to retirees exceed the assets in the plans. These
companies are faced with pouring large amounts of cash into
those plans to meet legal requirements and make up the shortfall.
As this crisis worsens, a number of companies are opting to ter-
minate their pension plans. 
In addition, many companies have been updating and changing
the assumptions they use in accounting for pension plans and
other postretirement benefit plans to reflect a changing eco-
nomic environment. 
From a financial reporting perspective, management needs to con-
tinuously monitor the key assumptions used in measuring pen-
sion benefit obligations, returns on plan assets, and periodic
service cost. Principal actuarial assumptions include discount
rates, participation rates, and factors affecting the amount and
timing of future benefit payments. Changes to key assumptions,
even small changes, can significantly affect a company’s earnings
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and financial statements. FASB Statements No. 87, Employers’ Ac-
counting for Pensions, and No. 106, Employers’ Accounting for
Postretirement Benefits Other Than Pensions, indicate that each as-
sumption shall reflect the best estimate solely with respect to that
individual assumption on the applicable measurement date. Cer-
tain financial statement disclosures may be required and if activity
within an existing plan, such as earnings or returns on invested
plan assets, has a material impact on the company’s liquidity, cap-
ital resources, or results of operations, that activity should be dis-
cussed in Management’s Discussion and Analysis (MD&A).
Classification of Payments Related to Settlement of 
Pension Liabilities
Contributions to pension plans are reported as operating cash flows
because they relate to employee compensation, an item reported as
an expense in the income statement. Companies that have entered
into agreements with the PBGC typically make payments to the
PBGC related to the defined benefit plans that were assumed by
the PBGC. Despite the fact that payments made to the PBGC may
continue for several years, the cash outflows should not be classified
as financing activities in the statement of cash flows.
New Bankruptcy Law’s Effect on Small Businesses
The Bankruptcy Abuse Prevention and Consumer Protection Act of
2005 was signed into law on April 20, 2005. For small businesses,
the new law contains special bankruptcy provisions and is both pos-
itive and negative. On the positive side, small businesses will be able
to collect debts from individuals and other businesses who have filed
for bankruptcy. On the negative side, small businesses that wish to
reorganize under the Chapter 11 bankruptcy law will find it more
difficult, and more small businesses may not survive bankruptcy. 
Other Accounting Issues and Developments
Help Desk—See the “New Pronouncements and Other Guid-
ance” section of this Alert for information about recently is-
sued accounting guidance.
16
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Presented in the following sections are discussions about account-
ing topics that are of particular interest lately or that have been
identified as areas that some accountants have been improperly
treating in the financial statements.
Finite Insurance Accounting Risks
Recently, a number of issues have arisen concerning the determi-
nation of whether an insurance or reinsurance contract transfers
significant insurance (reinsurance) risk. The determination of sig-
nificant risk transfer is necessary to determine whether the contract
is accounted for as an insurance or reinsurance arrangement or
whether it is accounted for as a financing arrangement (similar to a
loan). These issues have been at the heart of some recent large ac-
counting scandals, in which certain companies improperly treated
transactions as insurance, when evidence of risk transfer was lack-
ing. By improperly treating these transactions as insurance, the
companies were able to spruce up their financial statements.
Finite insurance, in its most common form, involves a company
paying very large premiums to an insurer. These premiums come
close to the maximum coverage. If the claim losses end up being
less than the premiums, the insurer returns the excess premiums
to the company. The insurance company receives a fee and may
not risk severe loss if the premiums are very large. The question
arises as to whether risk was truly transferred to the insurer.
Accounting Guidance
Paragraph 44 of FASB Statement No. 5, Accounting for Contin-
gencies, requires that all insurance and reinsurance contracts in-
demnify the insured against loss or liability. FASB Statement No.
113, Accounting and Reporting for Reinsurance of Short-Duration
and Long-Duration Contracts, provides further guidance for deter-
mining the transfer of significant insurance risk for reinsurance
arrangements. Those contracts that do not transfer significant in-
surance risk are accounted for as deposits (similar to a financing
or loan, with loan repayments taking the form of periodic insur-
ance premium payments).
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Regardless of whether a policyholder is a noninsurance or insur-
ance enterprise, an insurance (or reinsurance) contract qualifies
for insurance accounting only to the extent that it indemnifies
or transfers significant insurance risk from the policyholder to
the insurer.
FASB Project Underway to Address Insurance Risk Transfer
The FASB is developing guidance to clarify what constitutes
transfer of significant insurance risk in insurance and reinsurance
contracts. The project’s objective is to define an insurance con-
tract and provide further assistance in identifying those contracts
that transfer significant insurance risk. In addition, this project is
exploring the notion of bifurcation of insurance contracts into
risk transfer and financing segments for purposes of establishing
the appropriate accounting for those contract segments.
Expensing Stock Options and Complying With FASB 
Statement No. 123(R)
As the compliance deadline nears, management at many compa-
nies will be adopting the requirements of FASB Statement No.
123(R), Accounting for Stock-Based Compensation, and expensing
their stock options. The effect on a company’s financial state-
ments of expensing stock options could be significant. Data sug-
gests that approximately 20 percent of reported earnings of many
corporations would be erased if they had expensed their stock op-
tions. Other pronouncements related to FASB Statement No.
123(R) have been issued, including:
• SEC Staff Accounting Bulletin (SAB) No. 107. This SAB
summarizes the views of the SEC staff regarding the inter-
action between FASB Statement No. 123(R) and certain
SEC rules and regulations and provides the SEC staff ’s
views regarding the valuation of share-based payment
arrangements for public companies.
• FASB Staff Position (FSP) FAS 123(R)-1, “Classification
and Measurement of Freestanding Financial Instruments
Originally Issued in Exchange for Employee Services under
FASB Statement No. 123(R).”
18
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• FSP FAS 123(R)-2, “Practical Accommodation to the Applica-
tion of Grant Date as Defined in FASB Statement No. 123 (R).”
• FSP FAS 123(R)-3, “Transition Election Related to Account-
ing for the Tax Effects of Share-Based Payment Awards.”
• SEC Staff Progress Report on Market Approaches to Valuing
Employee Stock Options Under SFAS 123R. This document
reports on the SEC’s progress in evaluating proposals to
value employee stock options.
SEC Statements on Use of Market Instruments to Value Stock
Options for FASB Statement No. 123(R)
The SEC Staff Progress Report provides useful information re-
lated to the valuation of employee stock options. Among other
matters, the documents contained in the progress report state:
• “[W]e have significant doubts based on OEA’s [the SEC’s
Office of Economic Analysis] views as to whether it would
be possible to design an instrument that would achieve the
measurement objective of Statement 123R by relying on
similar contractual terms and conditions.” [Chief Accoun-
tant’s Statement]
• “[O]ur analysis indicates that instruments that replicate
the terms and conditions of employee stock options or
other share-based compensation do not produce reason-
able estimates of fair value.” [Office of Economic Analysis]
• “Differences between the preferences of employees and in-
vestors will generally prevent their exercise behaviors from
being similar.” [Office of Economic Analysis]
• “We conclude that the terms-and-conditions approach to
the design of a market instrument does not yield a transac-
tion price that is a reasonable measure of the cost of the op-
tion grant to the issuer and, thus, will not meet the fair
value measurement objective of the standard.” [Office of
Economic Analysis]
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If stock option accounting is an issue for your company, you
should be familiar with FASB Statement No. 123(R) and its re-
lated pronouncements and comply with all requirements.
Buy/Sell Arrangements/Purchases and Sales of Inventory 
With the Same Counterparty
Buy/sell transactions typically involve contractual arrangements
that establish the terms of the agreements to buy and sell a com-
modity either jointly in a single contract, or separately in individ-
ual contracts that are entered into concurrently or in
contemplation of one another with a single counterparty. There
may be provisions accommodating differences in quantities or
grades, receipt and delivery locations, and stipulating that mone-
tary consideration accompany the exchange. Such arrangements
may be employed to facilitate the procurement of feedstock for a
refinery operation, or to otherwise manage the supply chain or
inventory in general. Some companies may find it necessary to
enter into a series of these transactions with different counterpar-
ties in an effort to obtain a given quantity of feedstock or inven-
tory for a single location. These arrangements are undertaken due
to market forces of supply and demand, and they may serve to in-
crease the efficiency with which transportation assets are utilized
or to reduce the overall cost of acquiring inventory. 
Accounting Guidance
Questions have been raised regarding the accounting for these
types of transactions, including:
1. Under what circumstances should two or more transac-
tions with the same counterparty (counterparties) be
viewed as a single nonmonetary transaction within the
scope of APB Opinion No. 29?
2. If nonmonetary transactions within the scope of APB Opin-
ion No. 29 involve inventory, are there any circumstances
under which the transactions should be recognized at fair value? 
The FASB has issued EITF Issue No. 04-13, “Accounting for
Purchases and Sales of Inventory with the Same Counterparty,”
20
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which addresses these accounting issues. In addition, the SEC
staff has issued letters to certain registrants on the accounting,
presentation, and disclosure of buy/sell transactions. An example
of the letter is posted on the SEC’s Web site at www.sec.gov/
divisions/corpfin/guidance/oilgas021105.htm. Registrants who
engage in buy/sell transactions should provide the disclosure re-
quested in the sample letter.
Leasing-Related Errors and Restatements
There have been a number of restatements for lease accounting in
the following areas: (1) amortization of leasehold improvements
by a lessee in an operating lease with lease renewals, (2) the pat-
tern of recognition of rent when the lease term in an operating
lease contains a period where there are free or reduced rents
(commonly referred to as “rent holidays”), and (3) incentives re-
lated to leasehold improvements provided by a landlord/lessor to
a tenant/lessee in an operating lease. Presented here is accounting
guidance related to these three areas, as communicated recently
by the SEC staff.
Amortization of Leasehold Improvements
Leasehold improvements in an operating lease should be amor-
tized by the lessee over the shorter of their economic lives or the
lease term, as defined in paragraph 5(f ) of FASB Statement No.
13, Accounting for Leases, as amended. Amortizing leasehold im-
provements over a term that includes assumption of lease re-
newals is appropriate only when the renewals have been
determined to be reasonably assured, as that term is contemplated
by FASB Statement No. 13.
Rent Holidays
Pursuant to the response in paragraph 2 of FASB Technical Bul-
letin (FTB) 85-3, Accounting for Operating Leases with Scheduled
Rent Increases, rent holidays in an operating lease should be recog-
nized by the lessee on a straight-line basis over the lease term (in-
cluding any rent holiday period) unless another systematic and
rational allocation is more representative of the time pattern in
which leased property is physically employed. 
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Landlord/Tenant Incentives
Leasehold improvements made by a lessee that are funded by
landlord incentives or allowances under an operating lease should
be recorded by the lessee as leasehold improvement assets and
amortized over a term consistent with the guidance in the section
in this Alert titled “Amortization of Leasehold Improvements.”
The incentives should be recorded as deferred rent and amortized
as reductions to lease expense over the lease term in accordance
with paragraph 15 of FASB Statement No. 13 and the response
to Question 2 of FTB 88-1, Issues Relating to Accounting for
Leases, and therefore, it is inappropriate to net the deferred rent
against the leasehold improvements.
A company’s statement of cash flows should reflect cash received
from the lessor that is accounted for as a lease incentive within
operating activities and the acquisition of leasehold improve-
ments for cash within investing activities. Evaluating when im-
provements should be recorded as assets of the lessor or assets of
the lessee may require significant judgment.
Revenue Arrangements With Multiple Deliverables
Numerous entities need to comply with the requirements of
FASB EITF Issue No. 00-21, “Revenue Arrangements with Mul-
tiple Deliverables.” Many companies offer multiple solutions to
their customers’ needs. Those solutions may involve the delivery
or performance of multiple products, services, or rights to use as-
sets, and performance may occur at different points in time or
over different periods of time. In these situations, accounting for
the revenue related to those terms can be complicated. 
EITF Issue No. 00-21 addresses how to determine whether an
arrangement involving multiple deliverables contains more
than one unit of accounting. In applying this Issue, separate
contracts with the same entity or related parties that are entered
into at or near the same time are presumed to have been nego-
tiated as a package and should, therefore, be evaluated as a sin-
gle arrangement in considering whether there are one or more
units of accounting. That presumption may be overcome if
22
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there is sufficient evidence to the contrary. This Issue also ad-
dresses how arrangement consideration should be measured
and allocated to the separate units of accounting in the arrange-
ment. Readers should refer to the full text of the Issue to under-
stand all of its requirements.
Guidance on Impairment of Investments—Update on 
EITF Issue No. 03-1 
In 2004, to answer questions on evaluating other-than-tempo-
rary impairment, the FASB issued EITF Issue No. 03-1, “The
Meaning of Other-Than-Temporary Impairment and Its Appli-
cation to Certain Investments.” The project included two stages.
The first, a disclosure stage, included additional numerical and
narrative disclosures for debt and marketable equity securities
that have unrealized losses. The second stage included specific
measurement and impairment accounting guidance. 
Disclosures
In summary, for investments accounted for under paragraph 5(b)
and for investments with unrealized losses that have not been rec-
ognized as other than temporary, one needs to disclose in tabular
form, aggregated unrealized losses by category of investment and
the related fair value of those investments. Additionally, these dis-
closures need to be segregated by current and noncurrent status.
Finally, additional, narrative information should be provided,
sufficient to allow financial statement users to understand the
quantitative disclosures and the information that the investor
considered (both positive and negative) in reaching the conclu-
sion that the impairments are not other than temporary. There
are also additional disclosures for cost method investments, if ap-
plicable. For specific instructions, see the EITF Issue. 
Impairment Evaluation
The second stage included accounting guidance, which was set
to be effective for reporting periods beginning after June 15,
2004. However, when entities started to put the impairment re-
quirements of the EITF into practice, a number of issues be-
came problematic. 
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In response to concerns, the FASB issued FSP EITF Issue No.
03-1-1, “Effective Date of Paragraphs 10-20 of EITF Issue No.
03-1,” which delayed the recognition and measurement guidance
contained in paragraphs 10 through 20 of EITF Issue No. 03-1.
The FASB also issued proposed FSP EITF Issue No. 03-1-a, “Im-
plementation Guidance for the Application of Paragraph 16 of
EITF Issue No. 03-1,” which was renamed and issued as final in
November 2005 as FSP FAS 115-1 and FAS 124-1, “The Mean-
ing of Other-Than-Temporary Impairment and Its Application
to Certain Investments.” This FSP nullifies certain requirements
of EITF Issue No. 03-1 and supersedes EITF Topic No. D-44,
“Recognition of Other-Than-Temporary Impairment upon the
Planned Sale of a Security Whose Cost Exceeds Fair Value.” This
FSP specifically:
1. Nullifies the requirements of paragraphs 10–18 of EITF
Issue No. 03-1
2. Carries forward the requirements of paragraphs 8 and 9 of
EITF Issue No. 03-1 with respect to cost-method investments
3. Carries forward the disclosure requirements included in para-
graphs 21 and 22 of EITF Issue No. 03-1 and related examples
4. References existing other-than-temporary impairment
guidance
This FSP is effective for other-than-temporary impairment analy-
ses conducted in periods beginning after December 15, 2005. 
Reminder About the Classification of Cash Receipts From
Inventory Sales
Companies may finance the sale of inventory in various ways,
such as on account or with a note or sales-type lease receivable
(whether long or short term), using various entities in the consol-
idated group. Paragraph 22a of FASB Statement No. 95, State-
ment of Cash Flows, states that cash receipts from the sales of
goods or services are operating cash flows. Paragraph 22a clarifies
that classification as an operating activity is required regardless of
whether those cash flows stem from the collection of the receiv-
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able from the customer or the sale of the customer receivable to
others, regardless of whether those receivables are on account or
stem from the issuance of a note, and regardless of whether they
are collected in the short term or the long term. 
Presenting cash flows between a company and its consolidated
subsidiaries as an investing cash outflow and an operating cash
inflow when there has not been a cash inflow to the company on
a consolidated basis from the sale of inventory is not in accor-
dance with GAAP. Similarly, presenting cash receipts from receiv-
ables generated by the sale of inventory as investing activities in
the company’s consolidated statements of cash flows is not in ac-
cordance with GAAP. 
Management should ensure that footnote disclosure identifies
where the cash flows related to the sale of inventory are classified
in the consolidated statements of cash flows and explains the na-
ture of the receivables/notes/loans and where the cash flows from
these transactions are classified in the consolidated statements of
cash flows. Management should also ensure that the line item de-
scriptors on the consolidated statements of cash flows are consis-
tent with those on the consolidated balance sheets and in the
financial statement footnotes detailing the components of fi-
nance receivables. 
Internal Control Deficiencies—Learning From Reported 404 Flaws
Internal control deficiencies reported by public companies, in ac-
cordance with regulations related to the Sarbanes-Oxley Act of
2002 (that is, section 404), have been numerous. Looking at the
kinds of control weaknesses being reported can be informative to
management. Some of those common control weaknesses include:
• Approximately half of internal control weaknesses reported
relate to financial systems and procedures. These weak-
nesses often related to the financial closing process, ac-
count reconciliation, and inventory processes.
• Personnel issues, such as unqualified or inadequate finance
staffs, were common.
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• Other weaknesses related to documentation, revenue
recognition, IT systems and controls, lease accounting,
and tax accounting.
On the Horizon 
You should keep abreast of accounting developments and upcom-
ing guidance that may affect your company. You should check the
appropriate standard-setting Web sites (listed below) for a com-
plete picture of all accounting projects in progress. Presented in
this section is brief information about certain projects that are ex-
pected to result in final standards in the near future. Remember
that exposure drafts are nonauthoritative and cannot be used as a
basis for changing GAAP or generally accepted auditing stan-
dards (GAAS). 
The following table lists the various standard-setting bodies’ Web
sites, where information may be obtained on outstanding expo-
sure drafts, including downloading a copy of the exposure draft.
These Web sites contain much more in-depth information about
proposed standards and other projects in the pipeline. 
Standard-Setting Body Web Site
AICPA Accounting Standards www.aicpa.org/members/div/
Executive Committee (AcSEC) acctstd/edo/index.htm
Financial Accounting 
Standards Board (FASB) www.fasb.org
Governmental Accounting 
Standards Board (GASB) www.gasb.org 
Help Desk—The AICPA’s standard-setting committees publish
exposure drafts of proposed professional standards exclusively on
the AICPA Web site. The AICPA will notify interested parties by
e-mail about new exposure drafts. To be added to the notifica-
tion list for all AICPA exposure drafts, send your e-mail address
to memsat@aicpa.org. Indicate “exposure draft e-mail list” in the
subject header field to help process your submission more effi-
ciently. Include your full name, mailing address and, if known,
your membership and subscriber number in the message.
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Project on Revenue Recognition
Revenue usually is the largest single item in financial statements,
and issues involving revenue recognition are among the most im-
portant and difficult that standard setters and accountants face.
Because no comprehensive standard on revenue recognition exists,
there is a significant gap between the broad conceptual guidance
in the FASB’s Concepts Statements and the detailed guidance in
the authoritative literature. Most of the authoritative literature
provides industry or transaction-specific implementation guid-
ance, and it has been developed largely on an ad hoc basis and is-
sued in numerous pronouncements with differing degrees of
authority. Those pronouncements include APB Opinions, FASB
Statements, AICPA Audit and Accounting Guides, AICPA SOPs,
FASB Interpretations, EITF Issues, SEC SABs, and the like. Each
focuses on a specific practice problem and has a narrow scope, and
the guidance is not always consistent across pronouncements.
The SEC sought to fill the gap in the accounting literature with
SAB No. 101, Revenue Recognition in Financial Statements, which
was issued in December 1999, and the companion document, Rev-
enue Recognition in Financial Statements—Frequently Asked Ques-
tions and Answers, which was issued in October 2000. SAB No.
101 was superseded by SAB No. 104, Revenue Recognition, in De-
cember 2003. SAB No. 104 states that if a transaction falls within
the scope of specific authoritative literature on revenue recogni-
tion, that guidance should be followed; in the absence of such
guidance, the revenue recognition criteria in Concepts Statement
No. 5, Recognition and Measurement in Financial Statements of
Business Enterprises (namely, that revenue should not be recognized
until it is (1) realized or realizable and (2) earned), should be fol-
lowed. However, SAB No. 104 is more specific, stating additional
requirements for meeting those criteria, and reflects the SEC staff ’s
view that the four basic criteria for revenue recognition in AICPA
SOP 97-2, Software Revenue Recognition, should be a foundation
for all basic revenue recognition principles. Those criteria are:
• Persuasive evidence of an arrangement exists. 
• Delivery has occurred. 
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• The vendor’s fee is fixed or determinable. 
• Collectibility is probable. 
Some criticized SAB No. 101 on the basis that the criteria in SOP
97-2 were developed for a particular industry and that broader ap-
plication of those criteria was neither contemplated nor intended.
They asserted that that guidance may not be appropriate for cer-
tain recognition issues, including some that the EITF has consid-
ered. Others noted that an SAB is designed to provide the SEC
staff ’s interpretive responses and not to change GAAP. For that rea-
son, SABs are issued without an invitation for comment. Critics
argued that SAB No. 101 had in fact changed GAAP by promul-
gating changes in industry practice without the full due process
and deliberation that characterize the FASB’s decision-making
process. Even though the SEC guidance for revenue recognition
applies only to SEC registrants, the work done in developing and
implementing SAB No. 101 has focused attention on revenue
recognition issues and will be very useful in this project.
In response to these issues, the FASB has undertaken a project to
develop a comprehensive statement on revenue recognition that
is conceptually based and framed in terms of principles. The
FASB is partnering with the International Accounting Standards
Board (IASB) on this project. 
The planned comprehensive revenue recognition Statement will
(1) eliminate the inconsistencies in the existing authoritative liter-
ature and accepted practices, (2) fill the voids that have emerged
in revenue recognition guidance in recent years, and (3) provide a
conceptual basis for addressing issues that arise in the future. 
Proposed FASB Statements, Interpretations, and Other Guidance
Proposed FASB Statement The Hierarchy of Generally 
Accepted Accounting Principles
This proposed Statement would identify the sources of account-
ing principles and the framework for selecting the principles to be
used in the preparation of financial statements of nongovernmen-
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tal companies that are presented in conformity with U.S. GAAP
(or the GAAP hierarchy). The GAAP hierarchy is currently pre-
sented in AICPA AU section 411, The Meaning of Present Fairly
in Conformity With Generally Accepted Accounting Principles.
However, the FASB believes that the GAAP hierarchy should be
directed specifically to companies because it is the company, not
the auditor, who is responsible for selecting its accounting princi-
ples for financial statements. Accordingly, the FASB concluded
that the GAAP hierarchy should reside in the accounting litera-
ture established by the FASB. The FASB decided to carry forward
the GAAP hierarchy as set forth in AU section 411, subject to
certain modifications. The proposed Statement would be effec-
tive for fiscal periods beginning after September 15, 2005. Read-
ers should be alert for the issuance of a final Statement, which is
expected at the end of 2005.
Proposed FASB Statements Business Combinations and
Consolidated Financial Statements, Including Accounting and
Reporting of Noncontrolling Interests in Subsidiaries
In these proposed Statements, the FASB plans to revise the exist-
ing guidance on the application of the purchase method. The fol-
lowing are among the main proposals:
1. That all acquisitions of businesses be measured at the fair
value of the business acquired.
2. That substantially all of the assets acquired and liabilities
assumed of the acquired business be recognized and mea-
sured at their fair values at the acquisition date.
3. That entities that follow U.S. GAAP and international
standards apply substantially the same accounting require-
ments for their business combinations.
Exposure drafts on business combinations, purchase method proce-
dures, and noncontrolling interests were issued in mid-2005. The
FASB’s goal is to issue the two final Standards in the fourth quarter
of 2006. The target effective date for the two proposed Statements
is for fiscal years beginning on or after December 15, 2006.
FRA Acctg Issues.qxd  12/15/2005  1:27 PM  Page 29
Proposed FASB Statements Accounting for Transfers of
Financial Assets, Accounting for Servicing of Financial Assets,
and Accounting for Certain Hybrid Financial Instruments
The exposure draft Accounting for Transfers of Financial Assets is
a revision of a June 2003 exposure draft, Qualifying Special-Pur-
pose Entities and Isolation of Transferred Assets, and would amend
FASB Statement No. 140, Accounting for Transfers and Servicing
of Financial Assets and Extinguishments of Liabilities. The pro-
posed Statement seeks to (1) clearly specify the circumstances
that require the use of a qualifying special-purpose entity (SPE)
in order to derecognize all or a portion of financial assets, (2)
provide additional guidance on permitted activities of qualify-
ing SPEs, (3) eliminate the prohibition on a qualifying SPE’s
ability to hold passive derivative financial instruments that per-
tain to beneficial interests held by a transferor, and (4) revise
the initial measurement of interests related to transferred finan-
cial assets held by a transferor. The effective dates associated
with this proposed Statement vary; refer to the exposure draft
for further information.
The exposure draft Accounting for Servicing of Financial Assets
would also amend FASB Statement No. 140. The proposed
Statement would (1) require all separately recognized servicing
rights to be initially measured at fair value, if practicable; (2) per-
mit an entity to choose between two measurement methods for
each class of separately recognized servicing assets and liabilities;
and (3) require additional disclosures for all separately recognized
servicing rights. The proposed Statement would be effective for
transactions occurring in the earlier of the first fiscal year begin-
ning after December 15, 2005, or fiscal years that begin during
the fiscal quarter in which the Statement is issued.
The proposed Statement Accounting for Certain Hybrid Financial
Instruments would amend Statement No. 140 and Statement No.
133, Accounting for Derivative Instruments and Hedging Activities.
Specifically, the proposed Statement would (1) permit fair value
remeasurement for any hybrid financial instrument that contains
an embedded derivative that otherwise would require bifurcation,
(2) clarify which interest-only strips and principal-only strips are
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not subject to the requirements of FASB Statement No. 133, (3)
establish a requirement to evaluate beneficial interests in securi-
tized financial assets to identify interests that are freestanding de-
rivatives or that are hybrid financial instruments that contain an
embedded derivative requiring bifurcation, (4) clarify that con-
centrations of credit risk in the form of subordination are not em-
bedded derivatives, and (5) eliminate restrictions on a qualifying
SPE’s ability to hold passive derivative financial instruments that
pertain to beneficial interests that are themselves or that contain a
derivative financial instrument. The proposed Statement would
be effective after the earlier of fiscal years beginning after Decem-
ber 15, 2005, or fiscal years that begin during the fiscal quarter in
which the Statement is issued.
Readers should be alert for the issuance of final Statements,
which is expected in the first quarter of 2006. See the FASB Web
site at www.fasb.org for complete information.
Proposed FASB Statement Fair Value Measurements
In June 2004, the FASB published an exposure draft of a pro-
posed Statement, Fair Value Measurements, which seeks to es-
tablish a framework for measuring fair value that would apply
broadly to financial and nonfinancial assets and liabilities, im-
proving the consistency, comparability, and reliability of the
measurements. The fair value framework would clarify the fair
value measurement objective and its application under authori-
tative pronouncements that require fair value measurements.
The exposure draft would replace any current guidance for
measuring fair value in those pronouncements and would ex-
pand current disclosures. Readers should be alert for the is-
suance of a final Statement, which is expected in the fourth
quarter of 2005. Refer to the FASB Web site at www.fasb.org
for complete information.
Proposed FASB Statement Earnings per Share—
an amendment of FASB Statement No. 128
This proposed Statement would amend the computations guid-
ance in FASB Statement No. 128, Earnings per Share, for calculat-
ing the number of incremental shares included in diluted shares
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when applying the Treasury stock method. Also, this proposed
Statement would eliminate the provisions of Statement No. 128
that allow an entity to rebut the presumption that contracts with
the option of settling in either cash or stock will be settled in
stock. In addition, this proposed Statement would require that
shares that will be issued upon conversion of a mandatorily con-
vertible security be included in the weighted-average number of
ordinary shares outstanding used in computing basic earnings per
share from the date when conversion becomes mandatory. Read-
ers should be alert for the issuance of a final Statement, which is
expected to be released in the first quarter of 2006.
Proposed FASB Interpretation Accounting for 
Uncertain Tax Positions
In July 2005, the FASB published an exposure draft of a pro-
posed Interpretation, Accounting for Uncertain Tax Positions,
which seeks to reduce the significant diversity in practice associ-
ated with recognition and measurement in the accounting for
income taxes. It would apply to all tax positions accounted for
in accordance with FASB Statement No. 109, Accounting for In-
come Taxes. Specifically, the exposure draft requires that a tax po-
sition meet a “probable recognition threshold” for the benefit of
the uncertain tax position to be recognized in the financial state-
ments. This threshold is to be met assuming that the tax author-
ities will examine the uncertain tax position. The exposure draft
also contains guidance with respect to the measurement of the
benefit that is recognized for an uncertain tax position, when
that benefit should be derecognized, and other matters. The ef-
fective date of the proposed Interpretation would be as of the
end of the first fiscal year ending after December 15, 2005. A
final Interpretation is expected to be released in the first quarter
of 2006.
Proposed FASB EITF Issues
Numerous open issues are under deliberation by the EITF. Readers
should visit the FASB Web site at www.fasb.org/eitf/agenda.shtml
for complete information.
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Proposed FASB Staff Positions
A number of proposed FASB Staff Positions are in progress that
address issues related to FASB Statements No. 13, and No. 133,
and FIN 46(R). Readers should visit the FASB Web site at
www.fasb.org/fasb_staff_positions/proposed_fsp.shtml for com-
plete information.
AICPA Resource Central
The following publications deliver valuable guidance and practi-
cal assistance.
• Corporations Checklists and Illustrative Financial Statements
(product no. 008935kk). Developed by the AICPA’s Ac-
counting and Auditing Publications staff, this practice aid
is invaluable to anyone who prepares financial statements
and reports for corporations. These disclosure checklists
have been designed to help you prepare financial state-
ments and assist you in determining the adequacy of dis-
closures in the financial statements. 
• Accounting Trends & Techniques—2005 (product no.
009897kk). It is the must-have resource for any CPA who
frequently creates or uses financial reports. Filled with cur-
rent reporting techniques and methods used by the na-
tion’s top organizations, this 650-page AICPA bestseller
will provide guidance you need to improve your account-
ing preparation and procedures.
• Practice Aid Preparing and Reporting on Cash- and Tax-Basis
Financial Statements (product no. 006701kk). Authoritative
guidance on cash- and tax-basis financial statements is rather
vague and leaves a great deal to professional judgment. Sec-
tion One of this publication provides nonauthoritative,
practical guidance on preparing and reporting on cash- and
tax-basis financial statements. Section Two includes example
financial statements, disclosures, and other engagement
practice aids. The appendix provides an example checklist to
be used for cash- and tax-basis financial statements.
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AICPA reSOURCE: Online Accounting and Auditing Literature
AICPA has created your core accounting and auditing library on-
line. AICPA reSOURCE is now customizable to suit your prefer-
ences or your firm’s needs. Or, if you prefer to have access to the
entire library—that’s available too! Get access—anytime, any-
where—to the AICPA’s latest Professional Standards, Technical
Practice Aids, Audit and Accounting Guides (more than 20!),
Audit Risk Alerts (more than 15!), and Accounting Trends & Tech-
niques. To subscribe to this essential online service for accounting
professionals, go to cpa2biz.com.
Educational Courses
The AICPA has developed a number of continuing professional edu-
cation (CPE) courses that are valuable to CPAs. Those courses include:
• FASB Review for Industry (2005-2006 edition) (product
no. 730562kk). Comprehensive coverage of recent FASB,
AcSEC, IASB, and EITF pronouncements is provided in
this course geared to the specific interests of the CPA in
corporate management.
• Accounting Update: A Review of Recent Activities (2005 Edi-
tion) (732761kk). This course keeps you current and
shows you how to apply the most recent financial account-
ing and reporting standards. Highlights include FASB In-
terpretation No. 46 on variable interest entities, fair value
concepts and measurements, and the revised FASB State-
ment No. 123 on share-based payment.
• AICPA’s Annual Accounting and Auditing Update Workshop
(2005 edition) (product no. 736181kk, text; also available
in video and DVD formats with a manual). Whether you
are in industry or public practice, this course keeps you
current and informed and shows you how to apply the
most recent standards.
• Accounting for Income Taxes: Applying SFAS No. 109 (prod-
uct no. 732790kk). No other area in accounting is as far
reaching, and requires knowledge of a vast number of top-
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ics in financial and tax accounting, as accounting for de-
ferred taxes. This course addresses the application of this
complex standard to many common differences between
financial accounting and tax compliance. You will gain a
sound knowledge of the theory of deferred taxes and how
this theory can be applied to practical situations. Many
practical examples are included to illustrate the theory, and
the information is presented so you will be able to apply
this theory to any other situation that you may encounter.
• The AICPA’s Guide to Consolidations, Goodwill and Other
Consolidation Issues (product no. 735129kk). Learn how
FASB Statements No. 141 and No. 142 have changed the
rules for business combinations and goodwill accounting.
Develop standards for applying purchase accounting and
how to allocate the acquired entity now that it’s the only
game in town under FASB Statement No. 141. Identify
variable interest entities’ impact under FASB Interpreta-
tion No. 46(R). Learn how FASB Statement No. 142 deals
with goodwill from initial recognition to the annual im-
pairment review requirements.
For a listing of additional courses available, please download the
Fall/Winter 2005 AICPA CPE Catalog at https://media.cpa2biz.com/
Publication/05_fall_winter_FINAL.pdf. You can also check at
https://www.cpa2biz.com/CPE/default.htm for availability of
any more recent catalogs.
Online CPE
AICPA InfoBytes, offered exclusively through CPA2Biz.com, is
AICPA’s flagship online learning product. Selected as one of Ac-
counting Today’s top 100 products for 2003, AICPA InfoBytes
now offers a free trial subscription to the entire product for up to
30 days. AICPA members pay $149 ($369 nonmembers) for a
new subscription and $119 ($319 nonmembers) for the annual
renewal. Divided into one- and two-credit courses that are avail-
able 24/7, AICPA InfoBytes offers hundreds of hours of learn-
ing in a wide variety of topics. To register or learn more, visit
www.cpa2biz.com/infobytes.
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Webcasts
Stay plugged in to what’s happening and earn CPE credit right
from your desktop. AICPA Webcasts are high-quality two-hour
CPE programs that bring you the latest topics from the profession’s
leading experts. Broadcast live, they allow you to interact with the
presenters and join in on the discussion. If you can’t make the live
event, each Webcast is archived and available on CD-ROM.
CFO Quarterly Roundtable Series
The CFO Roundtable Webcast Series—brought to you each cal-
endar quarter—is designed to cover a broad array of “hot topics”
that successful organizations employ and subjects that are impor-
tant to the CFO’s personal success. From financial reporting and
budgeting and forecasting, to asset management and operations,
the roundtable helps CFOs, treasurers, controllers, and other fi-
nancial executives excel in their demanding roles.
SEC Quarterly Update Series
The SEC Quarterly Update Webcast Series—brought to you
each calendar quarter—showcases the profession’s leading experts
on what’s “hot” at the SEC. From corporate accounting reform
legislation and new regulatory initiatives to accounting and re-
porting requirements and CorpFin activities, these hard-hitting
sessions will keep you “plugged-in” to what’s important. A must
for both preparers in public companies and practitioners who
have public company clients, this is the place to be when it comes
to knowing about the areas of current interest at the SEC.
Member Satisfaction Center
To order AICPA products, receive information about AICPA ac-
tivities, and find help on your membership questions, call the
AICPA Service Operations Center at (888) 777-7077.
Technical Hotline and Ethics Hotline
Do you have a complex technical question about GAAP, other com-
prehensive bases of accounting (OCBOA), or other technical matters?
If so, use the AICPA’s Accounting and Auditing Technical Hotline.
36
FRA Acctg Issues.qxd  12/15/2005  1:27 PM  Page 36
37
AICPA staff will research your question and call you back with their
answer. You can reach the Technical Hotline at (888) 777-7077. 
In addition to the Technical Hotline, the AICPA also offers an
Ethics Hotline. Members of the AICPA’s Professional Ethics Team
answer inquiries concerning independence and other behavioral is-
sues related to the application of the AICPA Code of Professional
Conduct. You can reach the Ethics Hotline at (888) 777-7077. 
Conferences
Among the many interesting conferences the AICPA offers, there is
one that might interest you. Held late each fall, the AICPA National
Construction Industry Conference presents a comprehensive pro-
gram revealing latest trends and developments in the construction
industry. The conference offers a national perspective and addresses
the newest trends in conducting business, among other topics.
For additional information, contact CPA2biz at its Web site,
cpa2biz.com.
Web Sites 
AICPA Online and CPA2biz
Here is a unique opportunity to stay abreast of matters relevant to
the CPA profession! AICPA Online, at aicpa.org, informs you of
developments in the accounting and auditing world as well as de-
velopments in congressional and political affairs affecting CPAs.
In addition, cpa2biz.com offers you all the latest AICPA products.
Current Accounting Issues and Risks—2005/06 will be published
annually. As you encounter audit or industry issues that you be-
lieve warrant discussion in next year’s Alert, please feel free to
share those with us. Any other comments that you have about the
Alert would also be appreciated. You may e-mail these comments
to rdurak@aicpa.org, or write to:
Robert Durak, CPA
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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www.aicpa.org
AICPA Online Store: 
www.cpa2biz.com
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